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ZAMBIA: KEY ECONOMIC INDICATORS 


All figures are in millions of U.S. dollars unless otherwise indicated. 
Kwacha values have been converted into dollars at average exchange rates 
(for 1981, K1=US$1.14; for 1982, K1=US$1.07, and for 1983, K1=USS0.81), 


except for end of period data. 


INCOME, PRODUCTION AND EMPLOYMENT 


GDP at current prices 

GDP at constant 1970 prices 

Per capita GDP at current prices 

Per capita GDP at 1970 prices 

GDP Composition at current prices 
Agriculture, fishing, forestry 
Mining 
Manufacturing 

Gross Capital Formation 

Gross Capital Formation at 1970 prices 

Index of Industrial Production (1973=100) 

Copper Production (000's of tons*) 

Cobalt Production (tons*) 

Marketed Corn Production(000's of tons*) 

Employment (excluding traditional 
agriculture) — 000's 

Population (millions) 


GOVERNMENT FINANCE, MONEY AND PRICES 


Revenue 
Expenditures 
Recurrent 
Capital 
Overall Deficit (-) 
Money Supply (M1) 
Money (M1) + Quasi Money (M2) 
Consumer Price Index** (1975=100) 
High Income Group 
Low Income Group 
Wholesake Price Index (1966=100) 


See notes at end of table. 


1981 


3,931 
1,659 
670 
283 


621 
557 
705 
768 
197 
105 
555 
2,467 
693 


373 
5.84 


1981 


925 
1,475 
1,315 

160 

-550 

642 

1,118 


209 
231 
352 


1982 


3,813 
1,524 
630 
251 


518 
430 
716 
645 
133 
99 
584 
2,443 
508 


368 
6.05 


1982 


910 
1,644 
1,312 

332 

-734 

730 

1,401 


237 
260 
376 


1983 


3,406 
1,162 
546 
186 


479 
530 
622 
521 
110 
98 
575 
2,408 
540 


364 
6.26 


1983 


827 
1,040 
904 
136 
-213 
637 
1,178 


279 
312 
458 


% Change, 


1982-83. 


+18.0 
+0.8 
+14.4 
-2.1 


+22.1 


% Chang 


e 
1982-83 1 


+20.1 
-16.4 

+9.0 
-45.7 
-61.6 
+61.6 
+11.1 


+17.7 
+20.0 
+21.8 
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ZAMBIA: KEY ECONOMIC INDICATORS - Continued 


% Change, 
BALANCE OF PAYMENTS 1981 1982 1983 1982-83 - 


Merchandise Exports (F.O.B.) 1,057 1,028 961 +23.6 
of which: Copper 921 916 868 +25.1 
Cobalt 44 32 38 +55.1 
Zinc 26 27 23 +3.8 
Lead 6 5 4 +8.2 
Merchandise Imports (F.O.B.) 1,039 973 754 +2.1 
of which: Oil 211 212 188 +17.5 
Imports from the U.S. 68 69 35 -49.3 
Services (net) -360 -319 -211 +12.8 
Investment Income (net) -189 -248 -263 +39.9 
Current Account (including 
transfers) -640 -587 -281 +36.8 
Capital Account (net: plus 
errors and ammissions and 
SDRs) 234 231 184 +5.0 
Overall Balance -239 -308 -97 +58 .4 


* 1 ton (metric) = 2,200 pounds 
** Probably underestimates 


percentage changes are calculated on kwacha data to eliminate 
the effects of exchange rate changes. 


Sources: Official Zambian government statistics, Bank of zambia 
statements, annual company reports, and the IMF's International 
Financial Statistics Yearbook. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


zambia is presently experiencing serious economic and financial 
difficulties. Because of depressed prices for copper (which accounts 
for over 90 percent of Zambia's export earnings), prolonged drought, and 
internal management problems, Zambia's economy has been in severe 
recession in recent years, with declining imports, rising unemployment, 
and growing foreign debt. During 1984, Zambia's foreign exchange earn- 
ings fell again as world copper prices and Zambia's copper production 
declined from the already depressed levels of 1983. Most of Zambia's 
manufacturing industries, unable to obtain sufficient foreign exchange 
to import needed raw materials and spare parts, continued to operate 

at less than 50 percent capacity. A third consecutive year of inadequate 
rainfall also kept farm production levels well below normal. 


On the positive side, however, the Zambian government was able during 
the year to maintain the considerable progress begun in 1983 to stabilize 
the economy by further reducing its domestic and foreign payments im- 
balances to more sustainable levels and to restructure the econany 
away from dependence on mining toward more emphasis on agriculture. 
Under the auspices of a standby program reached with the International 
Monetary Fund (IMF) in April, 1983, the government continued its move 
toward a more market-oriented development approach by further deprecia- 
ting the kwacha (K1=US$0.47 as of 12/31/84), decontrolling virtually 
all wholesale and retail prices, reducing government subsidies, and in- 
creasing farm producer incentives. These economic reform measures en- 
couraged major donor countries, including the United States, to pledge 
increased assistance levels to Zambia at a World Bank-organized Consul- 


tative Group meeting in May and led to agreement with the IMF in July on 
another standby program, this one amounting to SDR 225 million effective 
to April, 1986. The Paris Club countries also agreed in July to re- 
schedule Zambia's official debts for the second consecutive year. 


zambia's continued progress in these economic reform efforts should 

help lay the groundwork for a sustainable economic recovery as external 
market conditions improve. The near term outlook for Zambia's balance 
of payments, however, remains extremely difficult. Copper prices are 
expected to rise only moderately over the next two to three years, and 
heavy debt service requirements are likely to burden the country for 
years to come. The short-term outlook could, however, be enhanced by 
favorable weather for agricultural production and by relative stability 
in the southern African region. The medium to long temm outlook will 
depend on Zambia's continued efforts to reduce its dependence on the 
mining sector by moving toward increased development of its agriculture 
and toward a manufacturing sector that is more labor intensive and 
damestic-resource based. Improvement in the efficiency of its parastatal 
system and provision of greater incentives for private sector development 
will also be key elements in the economy's future outlook. 





MINING 


Since the 1930's, Zambia's econamy has been heavily dependent on mining. 
Zambia is the world's fifth largest producer of copper (after Chile, 

the U.S., U.S.S.R., and Canada), the second largest producer of cobalt 
(after Zaire), and the second largest exporter of copper (after Chile) 
and cobalt (after Zaire). Although the importance of mining to Zambia's 
Overall GDP has declined in recent years, this sector still remains 

the primary determinant of Zambia's economic and financial performance, 
as it accounted for over 95 percent of the country's export earnings 

in 1983. Depressed prices for copper and cobalt, together with rising 
production costs and reduced productivity (Zambia's copper production 
has declined from 712,000 metric tons in 1976 to an estimated 530,000 
tons in 1984) due to lack of capital investments, have, however, resulted 
in heavy financial losses in recent years for the mining industry. Can- 
bined losses for the 1982/83 financial year reached over US$120 million, 


Several measures have been initiated to deal with this problem. The 
merger in 1982 of Zambia's two previous copper mining parastatals into 
a single, 60-percent state-owned parastatal, Zambia Consolidated Copper 
Mines Limited (ZCCM), was designed to slow rising production costs by 
eliminating duplication where possible and to take advantage of other 
economies of scale. ZCCM managers have also been able to lower the 
company's production costs during the past three years by decreasing 
its capital expenditures and by making same reductions in the total 
labor force. A loan package fram several international lenders, in- 
cluding the U.S. Overseas Private Investment Corporation (OPIC), to- 
talling about US$250 million has also been put together for the third 
stage of a major project to extract copper from tailings at well below 
the current cost of production. The sharp depreciation of the kwacha 
during the past two years has also substantially improved the company's 
kwacha earnings. As a result of these and other measures, ZCCM was 
able to show a small profit of about US$1 million for the 1983/84 
financial year ended March 31, 1984, despite the added burden since 
August 1983, of a Zambian government-imposed eight percent tax on all 
mineral exports. The company also began in the second half of 1984 to 
reverse a long-term decline in copper production, thanks largely to the 
government's agreeing since January 1984, to allow ZCCM to retain 35 per- 
cent of its foreign exchange earnings to rebuild its heavily-depleted 
stock of mining equipment and spare parts. The approval of a World 
Bank-led, US$300 million mining rehabilitation loan in March 1984, to- 
gether with the coming on stream of the tailings leach project in 1985, 
should also help improve Zambia's production prospects. 


Notwithstanding this improved outlook, however, the future of Zambia's 
mining industry is highly dependent on a. recovery in the world copper 
market, which could provide increased investment funds needed to offset 
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declining ore grades. Barring possible labor unrest and further equip- 
ment shortages, Zambia's copper production could probably be maintained 
at around 600,000 tons annually for several years. However, major 
rises in copper production are not anticipated in the medium tem, and 
significant production declines within 15-20 years are likely. With 
regard to cobalt, the completion of the new cobalt plant at Nkana di- 
vision has added over 2,000 tons to Zambia's previous productive capa- 
city of about 4,000 tons, although actual production is currently 
being held down until world cobalt markets strengthen. 


TRANSPORT 


Zambia is a landlocked country, historically dependent on three principal 
external transportation routes: a road/rail route through ‘1anzania to the 
port of Dar es Salaam (the TANZAM highway and TAZARA railroad), a rail 
route through Zaire to Lobito in Angola (the Benguela railroad), and a 
rail and road route south through Zimbabwe (formerly Rhodesia) to ports 

in Mozambique and South Africa. In Jamuary 1973, the Rhodesian border 
was closed, and most Zambian cargo was diverted through Angola. In 1975, 
however, the civil war in Angola closed the Benguela railroad to Lobito, 
and this route is still not operational. The opening of the Tanzania- 
Zambia Railway (TAZARA) in August 1976 eased transport problems, but only 
temporarily. Operational and management problems along the TAZARA and 
chronic congestion at the port of Dar es Salaam reduced capacity and the 
efficiency of both road and rail routes through Tanzania. The Zambian 
government reopened the southern route in October 1978. Subsequently, the 
southern route has taken on increased importance, especially after Zimbabwe 
gained independence in 1980. In 1983, the southern route carried about 

58 percent of Zambia's imports and 34 percent of its exports. 


Major efforts to restructure, rehabilitate, and improve the transport 
infrastructure of southern and eastern Africa are now under way, under 

the aegis of the Southern African Development Coordination Conference 
(SADCC) and with the assistance of many bilateral and mitilateral financial 
institutions. Zambia should be one of the principal beneficiaries. 

During 1984, the government of the Federal Republic of Germany provided 
financial assistance for TAZARA officials to rehabilitate same of the 
railway's older locomotives, and the government of the People's Republic 

of China continued to provide additional Chinese railway experts to ad- 
vise on the management of TAZARA's operations. A major World Bank-led 
project to rehabilitate Zambia Railways is also being explored. The 

U.S. Agency for International Development is also financing the rehabilita- 
tion of the Kafue-Chirundu road under a regional project. 


Internally, almost all of Zambia's industries, commercial agriculture, 
and major cities are located along the line of rail, especially the 
Zambia Railway's north-south route. Highway infrastructure is extensive 
relative to most African countries and usually parallels. Zambia's rail 
lines. Maintenance has lagged behind requirements, however, and much 
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of the network is in need of repair. All major cities are connected 
by Zambia Airways domestic service, while Lusaka, the capital, and 
Ndola, the main Copperbelt city, also have international airports. 


AGRICULTURE 


Agriculture is the main livelihood of over half of Zambia's population, 
but accounts for less than 15 percent of the nation's GDP and roughly 
one percent of total export earnings. Maize (corn) is the principal 
cash crop as well as the staple food. Other main crops grown are 
groundnuts, millet, sorghum, soybeans, tobacco, cotton, sugar, sunflower, 
vegetables, and citrus fruit. Zambia has the potential for significant 
increases in agricultural production for both domestic consumption and 
export. However, only about one-fifth of the estimated 60 million hec- 
tares of arable land is currently farmed. The sector has suffered in the 
past from government insistence on low producer prices to keep down the 
price of food for the heavily urbanized population, and from occasional 
difficulties in the availability and distribution of credit and inputs 
such as spare parts, seeds, and fertilizers, which has been compounded 
in recent years by the shortage of foreign exchange. 


Since 1980, however, the government has been pursuing a strategy designed 
to increase agricultural production and reach self-sufficiency in food. 
This strategy includes raising producer prices to economic levels, pro- 
moting agro-industries (especially for exports), increasing allocations 
for rural infrastructure, divesting the National Agricultural Marketing 
Board (NAMBOARD) of many of its functions in favor of the agricultural 
cooperatives in the various provinces, and improving extension and re- 
search services. Unfortunately, less-than-average rainfall during the 
past three years has reduced normal yields. Marketed maize totalled 
only about 558,000 metric tons in 1984 versus 693,000 tons in 1981 (the 
last non-drought year), and the government has again been forced to 
import food to meet domestic needs. The new producer incentives are 
nevertheless considered adequate to have promoted enough planting of 
maize in late 1984 to achieve self-sufficiency in the 1985 harvest, pro- 
vided the weather cooperates. 


MANUFACTURING 


Manufacturing contributed about 18 percent to GDP in 1983 and is primarily 
engaged in producing for the domestic market. The main emphasis has been 
on consumer rather than intermediate products, with food processing and 
beverages making up a third of manufacturing activity. Other areas of 
importance include textiles, rubber, chemicals (including fertilizers), 
petroleum refining, printing, and fabricated metal products. 
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The manufacturing sector depends heavily on imported raw materials, 
components, and equipment, and its performance has been adversely 
affected in recent years by the reduced availability of foreign ex- 
change. The resulting shortages of imported raw materials and inter- 
mediate goods have led to a fall in manufacturing output, with most 
manufacturing subsectors operating at less than 50 percent capacity. 

The financial situation for Zambia's industries has, however, been 
substantially improved by the government's decontrol in 1983 and 1984 

of most prices. The depreciation of the kwacha during the past two years 
should also help achieve the government's stated objectives of increasing 
the use of domestic resources, discouraging capital intensity, and pro- 
moting the development of export markets. 


ENERGY 


Zambia has no known economically viable deposits of petroleum, but is 
self-sufficient in coal and a net exporter of hydroelectric power to 
Zimbabwe and Zaire. Domestically-produced hydroelectricity provided 
about 68 percent of Zambia's total energy supply in 1983, coal contribu- 
ted another 12 percent, and about 18 percent came from imported oil. Im- 
ported crude oil from the Middle East is transported to Zambia from Dar 
es Salaam by a 1,700 kilameter pipeline and refined in Ndola. The govern- 
ment has recently initiated an oil exploration program on the west bank 

of the Zambezi and on the Luangwa river, where geological surveys have 
indicated the likely presence of oil deposits. 


Major Zambian industries are seeking ways of moving expensive. petroleum- 


based power to hydroelectricity. ZCCM and Zambia Railways have launched 
major electrification projects and would be receptive to further proposals 
Which would further electrify their operations and thereby reduce fuel 
costs. Hydroelectric power runs from the Kariba Dam and the Kafue Gorge 
Dam in southern Zambia northward to the capital of Lusaka and on to the 
Zambian Copperbelt cities of Ndola and Kitwe and to nearby mining company 
facilities. Solar power has same untapped potential. 


TOURISM 


Zambia has substantial tourist potential, with a pleasant climate, abundant 
wildlife, and spectacular scenic attractions, including, in the Victoria 
Falls at Livingstone, one of the recognized wonders of the world. The 
number of tourist visitors to Zambia has increased significantly since 

the end of the Rhodesian civil war, more than doubling from 53,885 visitors 
in 1979 to 118,627 in 1982. Foreign exchange earnings from tourism also 
increased almost four times from US$15 million in 1979 to about US$59 million 
in 1982. The government has embarked on a scheme to refurbish tourist 
hotels and lodges and upgrade main roads to the tourist sites and within 
the national parks. Same recent improvement in the procedures for securing 
visas to enter the country should also help encourage more tourist 
visitors. 
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THE ROLE OF THE PRIVATE SECTOR 


Zambia has a mixed economy, but parastatal firms dominate most sectors 
of the economy. The vast majority of the parastatal firms fall under 
one state company, Zambia Industrial and Mining Corporation Limited 
(ZIMCO). ‘The most important component of ZIMCO is Zambia Consolidated 
Copper Mines Limited (ZCCM), which is 60 percent state-owned, with 
minority shares held by Anglo-American's Zambia Copper Investment 
Holdings and by ITM International, which in 1984 purchased the shares 
previously held by AMAX Inc. of Greenwich, Connecticut. ZIMCO also 
includes most energy industries (TAZAMA pipeline, Indeni Refinery, 
Shell/BP, Maamba Collieries, Zambia Electricity Supply Commission, and 
various distribution campanies), the transport industry (bus and truck 
transport fimms, the railways, and Zambia Airways), the major hotels, 
wholesale and retail food and drug distributors, Zambia State Insurance 
Corporation, a commercial bank, the fertilizer plant, breweries, saw 
mills, plantations, car assembly and spares plants, glass works, and 
many other industries. Many of these firms were nationalized following 
independence in 1964 and have de facto monopoly status over much of 
the Zambian market. Where the private sector is allowed to campete 
with the parastatals, it is often at a disadvantage vis-a-vis the treat- 
ment accorded the latter. 


The private sector nevertheless continues to play a vital role in the 
Zambian economy. Private firms play a particularly significant role 
in the construction and highway transportation industries, the financial 


sector (Citibank, Grindlays, Barclays, Standard, and BCCI), and in com 
mercial agriculture. Expatriate business people (mostly British, other 
European, and Indian) provide managerial expertise to parastatal and 
private enterprises throughout the Zambian economy. Zambia's philosophy 
of "Humanism", which militates against exploitation by any one econamic 
class, is one "of the underlying reasons for the government's participation 
in and control of the economy. Zambia's economic decline in recent years, 
however, is partly the fault of the country's parastatal system, which, 
with same exceptions, has not functioned efficiently. 


COMMERCIAL IMPLICATIONS FOR U.S. FIRMS 


TRADE AND INVESTMENT 


The current state of Zambia's economy offers some significant but dif- 
ficult trade opportunities for U.S. firms. Although U.S. exports to 
Zambia have declined in recent years, primarily because of Zambia's 
reduced ability to finance imports, the U.S. continues to supply signi- 
ficant amounts of mining, agricultural, and transport equipment to 
Zambia, and access to these markets should improve as the economy 
begins to recover. The potential for U.S. sales of mining equipment 
in particular has grown notably since January 1984, when the Zambian 
government began allowing the country's sole copper mining company 
(ZCCM) to retain about 35 percent of its foreign exchange earnings to 
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purchase mining equipment and spare parts. In addition, a World Bank- 
led US$300 million mining rehabilitation project was approved in March 
1984, and this should offer major trade opportumities over the next 

two to three years for American suppliers, although U.S. price com- 
petitiveness has been reduced by the continued strength of the U.S. 
dollar. In addition to mining equipment, the products with the best 
export prospects over the next few years will be agricultural equip- 
ment for medium to small-scale farms, food processing machinery and 
equipment, and rail and truck transport equipment and spare parts. Ex- 
port prospects in these three areas are expected to be enhanced by major 
World Bank-led rehabilitation projects presently under negotiation. 


Zambia's continuing large foreign payment arrears, however, remain a 
major disincentive to many foreign suppliers. The extension of same 
credit is often a prerequisite for doing business in Zambia, but the 
queue in which many foreign suppliers (i.e., those without priority 
access to foreign exchange allocations) must wait for payment in 
foreign exchange is now running over five years. Present world interest 
rates can make such payment delays costly to suppliers. 


The U.S. Export-Import Bank (Eximbank) and several private banks have 
lines of credit with Zambia's mining companies and a few other Zambian 
firms. Supplier firms which are successful in Zambia usually have same 
form of representation in the country and offer a program of service 
backup, especially spare parts. Potential new U.S. suppliers should en- 
sure that they understand Zambia's complex import licensing and foreign 
exchange allocation systems before extending credit. Visits to the 
Economic/Commercial Section of the Embassy in Lusaka are encouraged. 


Investment opportunities in the industrial sector are presently limited, 
primarily due to financial constraints and to difficult and camplex 
government policies, which inter alia favor parastatal firms over pri- 
vate competitors. Foreign companies that have made direct investments 

in Zambia experience long delays (i.e., presently over five years) in re- 
mitting profits, dividends, and other fees. Relatively little new 
foreign capital is being invested in existing or new enterprises. In- 
vestors must rely on irregular foreign exchange allocations fram the 
Bank of Zambia to import their requirements -- a time-consuming process 
which inhibits both current operations and development plans. The length 
of time required for expatriate managers or technical personnel to remit 
their salaries can also be a problem. Recruiting personnel replacements 
can therefore be difficult, and. expatriate work permit applications are 
scrutinized carefully by the government. 
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Many of the approximately 40 U.S. fimms present in Zambia do, however, 
have subtantial kwacha accounts (representing unremitted profits and 
dividends), and several have made new investments using these funds. 
Further, the Zambian government has recently introduced several specific 
incentives, including tax breaks and foreign exchange allocation pre- 
ferences, to enhance private investments in the agricultural sector. One 
American agribusiness firm has recently decided to take advantage of 
these incentives and has obtained permission from the government to 
establish a large irrigated farm project in southeastern Zambia. The 
unresolved issue of prompt and reasonable externalization of profits 

and dividends is still, however, moderating potential foreign agri- 
business interest in Zambia. OPIC finance and insurance programs should 
be investigated before undertaking any investment in Zambia. 


FOREIGN ASSISTANCE 


Zambia presently receives roughly US$350-400 million in concessional 
foreign assistance per annum, excluding IMF credits. Britain has a 
large program of supplementing the salaries of expatriate teachers, 
technicians, and professionals. The European Economic Community, the 
Federal Republic of Germany, and the United States have provided large 
loans on very concessional terms and grants for the importation of es- 
sential goods and cammodities. The Nordic countries, Canada, Italy, 
Japan, Saudi Arabia, Iraq, Egypt, the People's Republic of China, and 
several Eastern European countries also provide assistance. Multilateral 
institutions active in Zambia include UNDP, FAO, ILO, IFAD, the World 


Bank Group (about US$75 million per anmm), and the African Development 
Bank and Fund. Over the last eight years, Zambia has benefitted from 

one of the largest U.S. assistance programs in sub-Saharan Africa, totalling 
about US$280 million in commodity import loans, food aid (PL-480), and 
technical assistance. U.S. aid is primarily focussed on Zambia's agri- 
cultural sector and is administered by the U.S. Agency for International 
Development. 


POLITICAL BACKGROUND 


The Republic of Zambia gained its independence from Britain in 1964. Dr. 
Kenneth Kaunda has been President since then. Zambia is a member of 

the Commonwealth, and the country's parliamentary, ministerial and legal 
systems reflect British traditions. In 1973 Zambia became a one-party 
state, permitting only members of the United National Independence Party 
(UNIP) to hold high office. UNIP's ruling body, the Central Committee, 

is in effect the major governing body responsible for fommlating 
government policies. The Cabinet is charged with implementing those 
policies. The legislative body is the National Assembly, with 135 members, 
125 elected and 10 appointed by the President. Presidential and National 
Assembly elections are to be held every five years. The last such elections 
were held in October 1983. President Kaunda, running unopposed, was re-elect- 
ed with a 93 percent "yes" vote. 
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